Cambridge University Press

978-0-521-64410-5 - Strategic Foundations of General Equilibrium: Dynamic
Matching and Bargaining Games

Douglas Gale

Frontmatter

More information

Strategic Foundations of General Equilibrium

Dynamic Matching and Bargaining Games

The theory of competition has held a central place in economic
analysis since Adam Smith. This book, written by one of the
most distinguished of contemporary economic theorists, reports
on a major research program to provide strategic foundations for
the theory of perfect competition.

Beginning with a concise survey of how the theory of compe-
tition has evolved, Gale makes extensive and rigorous use of
dynamic matching and bargaining models to provide a more
complete description of how a competitive equilibrium is
achieved. Whereas economists have made use of a macroscopic
description of markets in which certain behavioral characteris-
tics, such as price-taking behavior, are taken for granted, Gale
uses game theory to re-evaluate this assumption, beginning
with individual agents and modeling their strategic interaction.
A strategic foundation for competitive equilibrium shows how
such interaction leads to competitive, price-taking behavior.

DOUGLAS GALE is Professor of Economics in New York
University. A Fellow of the Econometric Society, he has served
as assistant editor of Review of Economic Studies and co-editor
of Econometrica. He is currently associate editor of Journal of
Economic Theory, Research in Economics and Economic
Theory and advisory editor of Macroeconomic Dynamics. His
research papers have been published in leading journals.

© in this web service Cambridge University Press www.cambridge.org



http://www.cambridge.org
http://www.cambridge.org
http://www.cambridge.org/9780521644105

Cambridge University Press

978-0-521-64410-5 - Strategic Foundations of General Equilibrium: Dynamic
Matching and Bargaining Games

Douglas Gale

Frontmatter

More information

CHURCHILL LECTURES IN ECONOMIC THEORY

On Time
PETER DIAMOND
0 521 46289 4 hardback

Strategic Foundations of General Equilibrium:
Dynamic Matching and Bargaining Games
DOUGLAS GALE

0 521 64330 9 hardback

0 521 64410 0 paperback

Economics and Language
ARIEL RUBINSTEIN

0521 59306 9 hardback

0521 78990 7 paperback

© in this web service Cambridge University Press www.cambridge.org



http://www.cambridge.org
http://www.cambridge.org
http://www.cambridge.org/9780521644105

Cambridge University Press

978-0-521-64410-5 - Strategic Foundations of General Equilibrium: Dynamic
Matching and Bargaining Games

Douglas Gale

Frontmatter

More information

THE CHURCHILL LECTURES IN ECONOMIC THEORY

Strategic Foundations of
General Equilibrium

Dynamic Matching and
Bargaining Games

DOUGLAS GALE

b

CAMBRIDGE
UNIVERSITY PRESS

© in this web service Cambridge University Press www.cambridge.org



http://www.cambridge.org
http://www.cambridge.org
http://www.cambridge.org/9780521644105

Cambridge University Press

978-0-521-64410-5 - Strategic Foundations of General Equilibrium: Dynamic
Matching and Bargaining Games

Douglas Gale

Frontmatter

More information

CAMBRIDGE UNIVERSITY PRESS
Cambridge, New York, Melbourne, Madrid, Cape Town, Singapore,
Sdo Paulo, Delhi, Dubai, Tokyo, Mexico City

Cambridge University Press
The Edinburgh Building, Cambridge CB2 8RU, UK

Published in the United States of America by Cambridge University Press, New York

www.cambridge.org
Information on this title: www.cambridge.org/9780521644105

© Douglas Gale 2000

This publication is in copyright. Subject to statutory exception
and to the provisions of relevant collective licensing agreements,
no reproduction of any part may take place without the written
permission of Cambridge University Press.

First published 2000
A catalogue record for this publication is available from the British Library
Library of Congress Cataloguing in Publication data

Gale, Douglas.
Strategic foundations of general equilibrium: dynamic matching and
bargaining games/Douglas Gale.
p. cm. — (Churchill lectures in economic theory)
Includes bibliographical references.
ISBN 0 521 64330 9 hbk 0 521 64410 0 pbk
1. Competition. 2. Equilibrium (Economics) 3. Game theory. I. Title.
I1. Churchill Lectures in Economic Theory
HD41.G35 2000 338.6'048°015193—dc21 99-462249

ISBN 978-0-521-64330-6 Hardback
ISBN 978-0-521-64410-5 Paperback

Cambridge University Press has no responsibility for the persistence or
accuracy of URLs for external or third-party Internet Web sites referred to in
this publication, and does not guarantee that any content on such Web sites is,
or will remain, accurate or appropriate. Information regarding prices, travel
timetables, and other factual information given in this work are correct at
the time of first printing but Cambridge University Press does not guarantee
the accuracy of such information thereafter.

© in this web service Cambridge University Press www.cambridge.org



http://www.cambridge.org
http://www.cambridge.org
http://www.cambridge.org/9780521644105

CAMBRIDGE

Cambridge University Press

978-0-521-64410-5 - Strategic Foundations of General Equilibrium: Dynamic
Matching and Bargaining Games

Douglas Gale

Frontmatter

More information

To my teacher
Frank H. HAHN

© in this web service Cambridge University Press www.cambridge.org



http://www.cambridge.org
http://www.cambridge.org
http://www.cambridge.org/9780521644105

Cambridge University Press
978-0-521-64410-5 - Strategic Foundations of General Equilibrium: Dynamic
Matching and Bargaining Games

Douglas Gale

Frontmatter
More information
CONTENTS
Acknowledgments page xi
1 Markets and games 1
1.1 Strategic foundations of perfect competition 1
1.2 Why strategic foundations? 2
1.3 Cooperative market games 6
1.4 Non-cooperative market games 10
1.5 Dynamic matching and bargaining models 13
1.6 Open questions 25
2 Perfect competition 41
2.1 Introduction 41
2.2, Pure exchange economics 43
2.3 Dynamic matching and bargaining games 49
2.4 Equilibrium 55
2.5 The Edgeworth Property 59
2.6 Efficiency 61
2.7 Competitive sequences of economies 65
2.8 Existence 76
2.9 Efficiency with discounting 85
2.10 Random matching 92
2.11 Mixed equilibria 104
2.12 A summing up 108
3 Continuity and anonymity 110
3.1 Rubinstein and Wolinsky (1990} 110
3.2 Bounded rationality and uniqueness 119
3.3 The Limit Principle 127
3.4 Repeated games 132
3.5 Limited memory 134
3.6 Large anonymous games 138

ix

© in this web service Cambridge University Press

www.cambridge.org



http://www.cambridge.org
http://www.cambridge.org
http://www.cambridge.org/9780521644105

Cambridge University Press

978-0-521-64410-5 - Strategic Foundations of General Equilibrium: Dynamic

Matching and Bargaining Games
Douglas Gale

Frontmatter

More information

Contents

3.7 Non-anonymous games

4 Bounded rationality
4.1 Imitation and experimentation
4.2, A behavioral model of competition
4.3 Convergence to competitive prices
4.4 Extensions

5 Afterthoughts

References
Index

144

157
158
166
179
192

204

208
214

© in this web service Cambridge University Press

www.cambridge.org



http://www.cambridge.org
http://www.cambridge.org
http://www.cambridge.org/9780521644105

Cambridge University Press

978-0-521-64410-5 - Strategic Foundations of General Equilibrium: Dynamic
Matching and Bargaining Games

Douglas Gale

Frontmatter

More information

ACKNOWLEDGMENTS

This book is based on a series of three lectures delivered in
the University of Cambridge in November 1997. Frank
Hahn initially invited me to give these lectures. The
Master and Fellows of Churchill College provided hospi-
tality while I was in Cambridge. Jayasri Dutta was a
charming host. Sudipto Bhattacharya, my discussant,
offered a witty and insightful commentary on the lectures.
Hamid Sabourian, in probing conversations in Cambridge
and New York, made a number of helpful comments, espe-
cially on the subject of chapter 3. Robert Rosenthal read
chapter 4 and made useful comments. Juan Dubra carefully
read an early version of the manuscript and made numer-
ous corrections and suggestions, as did Viral Acharya on a
late version of chapter 2. The Cambridge University Press
underwrote this lecture series and Patrick McCartan and
Ashwin Rattan of the Cambridge University Press handled
the publishing. The National Science Foundation and the
C.V. Starr Center at New York University provided finan-
cial support for the research on which these lectures were
based. To all these, I am very grateful.

xi

© in this web service Cambridge University Press www.cambridge.org



http://www.cambridge.org
http://www.cambridge.org
http://www.cambridge.org/9780521644105

